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TUESDAY, AUGUST 1¢, 1980

United States Senate,
Committee on Finance,
Washington, D. C.

The committee met, pursuant to adjournment, at 2:40

pP.M. in rocom 5—206, The Capitol, the Hon. Russell R. long,
(chairman of the committee) presiding.

Presént: ASenators Logg, BRyrd, Nelson, Bentsen,
Kétsunaga, Yoynihan, Boren, Bradley, Docle, Rcth, and
Chafee.

The Chaifman. I have been urging‘that wve try to vote
~on the individual tax cut first. I don't believe the staff
is going to be able to show us the charts that depict how

you arrive at those. We have given you a pretty good
indication of what we have in mind. We would like to have
rate cuts, increase ih the exemption. I think that to take
care of low income people vwe heed some increase in the ZBA,
don't we, in order to take care of them for inflation and
cost of living, and also an increase in the earned income
.tax credit.

I think that we have 2bout decided that we want to do

18 948

something about the marriage penalty in connection with
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thate.

Senator Roth. May I ask the Chairman. I understand
this morning that you did indicate on the rate cuts that
there ié a growing consensus on some kind of an
across-the—board tax cut.

The Chairman. I suggested, and there was no objection

toAit, that we strike out the proposal V for smaller rate

cuts, and that we think in terms of having more in rate cuts

if wve can.

What was the largef rate cut, what 4id fou mean by
that?

Mr. Shapiro._ This was all rate. You éo not have an
increase in personal exemption, or an increase.in the zero
bfacket amahnt.‘ I+t was Jjust a rate reduction,

The Chairman. That might be éwkward. What we are
asking the staff to bring up is not that. I would think
that the staff might come up with something that midht
acceptable, if possible, by combining what you have in I
and II.

¥r. Shapiro. That is correct.

The Chairman. YMaybe we ocught to talk a little about
this itenm down.hete. How about the suggestion about doing
something with the 351,000 limited employment retirement
acceunt. Would you somebody expiain some of that, too?

Senator RBentsen. Xay I, ¥r. Chairman, on that.

ALDERSON REPORTING COMPANY, INC.
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Senator Decle and I both have been working on that one
. L

for some time. We passed Senator Dole‘'s, as I recall, in
the last tax bill in 1978, and that was dropped in
conference. I havz had one, S.557, along with Senator Dole,
for a §1,500 confribution by the employee-to the company
plan, or to an individual retirement éccount.

We should try to do something, obviously, to encourage
savings; The savings rate in Japan is 22 percent, in
Germany it is 13{ and in France it is 13. In this country

. -]
it was down toAthree, and now 1t is back up to abcocut five.

Senator Roth has also been deeply concerned about that.

What this would‘do would be te increase the savings
rats in this country, and would be a major contribution, I
think, in capital formation in helring people save for their
refirement. Thié approach hasfglready been approved by the
Senate Finance Committee and the full Senate. I think there
is strong support for our approach in the House this year.
There is broad bipartisan support for the nead for
additional incentives for savings.

This would provide grgater retirement security,

particularly for employees who don't remain with a company

long enocugh to get their minimum vesting provisions. In

effect, it provides some portability for thenm. It has been

(2}

1 3 5 g - v
or people like scientists and

a very difficult problen

engineers in the past, &nd this would help meet that. They
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4
don't earn the private pension benefits, and this would be a
very important supplement to Social Security.

There would be some penalties for early withdrawal in
that type of a sitgation.

The Chairman. We have got three different
suggestions. He would hope to come dcwn on one of them.

Mr. Shapiro. Mr. Chairman, the basic ones that you

have there, a and b, the problem existed in that the

Ccngress in ERISA enacted the IRA, the individual retirement

account. It had a $1,500 amount, and if you had a spousal
aécount, if yéu included your spouse, you could go up to
$1,750. Howéver, if you were coveréd under any other
retirement program, vyou could not have an IRRA.

Subseguent to the enactment of ERISA, the situaticn was
brohght to the attention of the members that there were
cases where individuals were covered by profit sharing
plans, or pension plans, where they got very little. For
example, in a profit sharing plan, there were cases where an
individual actually got a couple of dollars a year, and lost
a d2duction of $1,5G0 or'$1,750 because they vwere covered by
a“profit sharing plan.

Cn a numbar 'of occasions there has been interest in
both the %ayé and #Aeans Committee and in the Finance
Committee to provide what is referred to as a LIRA, a

limited IRA, to allow individuals who are covered by anocther
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plan to have some form of individual retifement plan. The
problem has always been revenues.

| Each time you have had a revenue bill, the Finance
Committee has included this LIRA in the bill. When you have
gotten to coﬂference, and ycu have had priorities, it has
always been right below where you cut off, aﬁd you have not
had thé revanus for it.

There has been agreement both in the Ways and Means
Committee and the conferees, and the Finance Committee and
the conferees, that you want to do it from an equity point
of view, but you have not had the revenue. You needed to
havs a bigger Sill tc have the ravenue to do it.

‘Hhat this proposal is in b is to inérease the §$1,500
IRA to $2,000 and eliminate the spousal. You-do'not,ﬁave a
separate one Qhere you go up to .§1,750, you just have the
IRA going to a flat $2,00, and allow a LIRA up to $1,000
without any limitation.

The Chairman. Would that be "b"?

¥r. Shapiro. That would be "b."™

The prcblem that we have had in the past in putting one
together, and. the members have tried tc pass a rule that you
don't get double dippind, and you try to coordinate your IRRA
and your pension fund, and it cannot be above a certain
amount. We have run intc so many complexities and problems

with it that that has also dragged down the prOpOSal.

ALDERSON REPORTING COMPANY, INC.
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The simplicitf of this one, just to say that an‘IRA
would be §2,000, but if you are covered under another
pension program, profit sharing or other deferred
compensation paymen£ program, you yili be 2ligible for at
least $1,000, without any offset. It has real simplicity in
this respect.

SenatorANelson. ‘I had tﬁought that tee proposal made
was that you limited IRA would be the difference between
what you are receiving'from the priyate plan and the maximum
of IRA. Under this eircumstance, if you had §$1,000 under
the pri?ate plan,'you would have $1,000 under the liﬁited
IRA.

Hr. Shapiro. You are correct, Senator, and that ié
what the members have been trying to work out. The problem
is that to determine the difference has been very
difficult. If you know you had a profit sharing plan, and
in one year you have.got $100 or $3.00, you can make the
difference. In a pensicn plan ycu don't always know the
benefits,

It is difficult to make the determinaticn, to define
the pension plan, .to define the benefit plans. I£ was very
difficult, a2nd as a result, simplicity and rough justice
seemed to call for just having a flat $1,000, without having
to get into all the computations to make that distinction.

Senator Dole. I wanted to second what Senator Bentsen

ALDERSON REPORTING COMPANY, INC.
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has said. I don't think that the Treasuronbjected. I
think that it was a question of how we could work it out.

.Mr. Lubick: ' We had tried to work with you. I think
that we had worked out a way of running it through the
company's plan, sd-that Wwe could make sure that we would
continue to have broad coverage, and that it was not an
incentive to hold the operation of‘the plans down in their
generosity bécause higher paid émployees would take
advantage of these contributions. | |

I think we had worked out something at the tail-end of
the 19i8 Act. . Since fhen we have alsoc worked on another
appcéach thatbwould seem to accomplish that, which if it
were to be done -- we don't think that it should be, but it
is the notion of a credit rather than a deiuction. If you
had a 15 percent credit for your contributions up to a
certain amounf that would be of greater benefit to the lower
paid employees. - When the money comes out, it is éll
taxable, therefore, somebody in the 70 percent bracket might

find it not advantageous to do this, whereas it might

-encourage a broader based coverage.

Senator Roth. M¥r. Chairman.

The Chairman. Senator Roth.

"Senator Roth. FYr. Chairman, I am sympathetié to these
retirement accounts. I would like to see thenm enlarged, but

I have two concerns.

ALDERSON REPORTING COMPANY, INC.
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First of all, I oppose eliminating the spouse. That is
something that we especially created two or three years
ago. Many of them have been formed. I think that it would
be a step backward to not offer some opportunity to the
hoﬁsewife, which was the purpose of that legislation earlier
adopted. So I would very strenuously oppose that aspect of
it.

But in considering the savings, I wonder whether we
want:to limit ourselves to proposals that promote savings
fdf limited purposes. I have to admit that I think all
three are vilid shggestions,-and I an somewhat_supportive.
But if we go back to our basic concern that. ve need more
individual savings for capital formation to help new small
businessgs, new ideas, and new concepts, it seems to me that
we ought to at least take a lock at some other proposalse.

For example, before ocur Joint Econoﬁic Committee two or
three weeks ago, Dr. Martin Feldstein festified that it
would be a verf favorable thing if we would treat sévings
somewhat the same as we do capital éains.

I think one suggestion introduced by Jack Smith would
exclude from tax 25 percent of interest and dividend income.
up to a maximum of §$50,000. I am not saying necessarily
that this is the form it should take, but I wondér if it
would not ‘be advisable to ask the committee, or the staff,

to ceme up with something that was within ocur l1imits of the

ALDERSON REPORTING COMPANY, INC.
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first year that would genuinely promote savings on a mnuch
broader basis than this.

To me there is a lot of merit in this suggestion that
we treat‘interest, for example, pretty much the same as we
do capital gains. It would provide a real incentive to the
little saver -- you could put a cap on it of $50,000 or
something, or maybe less - that would begin to promote -
savings the way that is necessary.

'If we are really going to talk about
reinddétrialiiatién of America, and promote small business,
which is most créative~of Jjobs and that has to be one df our
concerns, then we ought to give some thought to one of these
other propdsals. They still caﬁ save for yet.these.o§her
puréoseSr They can save fo: their retirement. They can
save to buy a home, or for any of'thése which are worthy
goals.

What I am suggesting is that we could begin to phase
in, 1ét us say,Aroughly the same figure, $1 billion, in some
kind of a savings incentive that would be broader gauged.

The Chairman. It is a good idea. But how much would
it cost?

¥Mr. Shapiro. The exclusion of §2C0 for the single
return, and $400 for Jjoint tetufns on interest and dividends
is approximately $2 billion.

Senator Roth. I understand the gprorosals that would

ALDERSON REPORTING COMPANY, INC.
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pefmit taxpayers to exclude from tax 25 percent of interest
and dividend income up to a maximum of $50,000 would cost in
the first fiscal year $1 billion.

The Chairman. To exclude what?

Senator Roth. Twenty;five percent of your interest and
dividend income up to a maximum of $50,000.

Seuator'Brédley. ¥r. Chairman, I think that the
proposal that the document here reflects on savings is the

proper approach. If we are going to try to go at generally

increasing savings across-the-board, you also have to look

at .the wholes component of savings, a big chunk of which %s
retained earnings.

One person before the committee said that QO to 50

percent of all savings in this country is retained earnings,

and that is what is reinvested to reindustrialize America.
The thought that if you are going to increase the exemption
on interest for individuals that somehow or other that is
going to translate into a reindustrialization of America, I
just don't think is correct.

If you eliminate.retained earnings as a percentage of
savings, eliminate what part of savings goes into housing,
you don't haVe a whole 1ot left that is going to be used to
reindustrialize America. So I think that if we allocate a

certain part here to housing, you are moving in 1 h

n the right

e}

direction, and for certain other sectors.

ALDERSON REPORTING COMPANY, INC.

AANNNDAIMIIA AVIE © A1 WWACUIMIATAR N A ANAAA IANA €EA A% 4C




)

10
1
12

13

14

15

16

17

18

19

20

21

-

24

25

11

I understand the appeal of saying we want to give my

-Aunt Alice another $100 of tax exemption for interest, but I

don*t think that ydd can demonstrate that it.directly
translates into increased investments specifically in those
areas of the economy that are going to.increase our
produétivity.

| The Chairman. As I understand your answer to the
argumeht'about the spouée ist by going to $2,000, anybody who
would get.the bznefit of it with the spouse in there, would
be covered. Is that the idea? |

Mr. Shapifo._ fes. You put aside §1,500 a yéar into
IRA, if you include ybur spouse, you can include $1,750, and
this means that your spouse gets oné-third rights in all
respects of the account. In some cases thaé causes some
complexity, some queétibn. |

'It does not present a necessary tax policy reason.
There was also some justification as to why you can raise it
from $1,500 to $1,750. It was a compromise that was made
after ERISA was enacted.

What is being suggested here was td go to $2,000, and
allow you to havé $2,ooo for an IRA, and $1,000 for a LIRA,
and to eliminate that part of it which requires you to
include your spousz as an incentive to go up to $1,750. So
if the committee wants to keep the spousal part of it, there

is certainly not a strong policy against it. This was simply

ALDERSON REPORTING COMPANY, INC.
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an effort to try to simplify it.

\

The Chairman. Would that increase the cost if you put

the spouse in there?
Mr. Shapiro. You can keep it without increasing the

cost because you can just say,.you get $1,750, and if you

include your spouse, you go up to $2,000. Sc you can keep

it, and it would not increase the revenue. The idea of

eliminating the spouSe was not to save revenue, it was just

td try to éay that you would have a simplified IRA, without

having a special rule for the spouse.

'SenatOr-Roth. But théreAéte already a nuwper of these
spousal accounts set up, and I think that it w;uld be a
mistake for us at this stage to back gff of that.

Senator Chafee. ¥r. Chairman, I need a little
explanation here.

First, I don't see why somebody who is getting a very,
very generous pension from a company, a high executive,

should ke able to set aside $1,000 or 32,000, or whatever

you say, a year tax free, when it would be deducted from his

income, and he would draw cn it at his income backet after
he is retired.‘-That is the proposal, isn't it?

Mr. Shapiroe. That is one of the problems with the
proposal. Senator ¥elson has brought up the way the
committee has épproached it in the past, and that is to try

to make up the difference. It got so complicated that it
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got bogged down. But you are_correct, that is one of the
problems with the proposal.

Senator Chafee. The other question I have is, the
accounts that you are permitted to put your money ipto under
Keogh or IRA are hardly venfure capital accounts. I am not
sure how that is going to reindustrialize America. It may
help the housingvin America. But it is limited to savings
accounts, isn't it.

_ Senator Bentsen.-\No. You can go into the insurance
companies, and lots of other places,<ana there you are
getting into a situatio where they obviously do buy
industriai bonds. "So it does talk about
reindustrialization.

Senator Chafea. But it is nét the individual who is
going to be éutting his money into some venture capital
thing. He is setting his money aside.

Mr. Shapiro. You can use the IRA to buy and sell, and
roll it over.

Senator Bentsen. Also, on ERISA, we made a change in
the prudent man rule to try tc assure that more money éould
go into venture capital by these pension funds where-the
contributions were made to insurance companies.

Senator §oth. Lloyd, you wefe out, I think, when I was
mentioning the testimony of Martin Feldstein before our

Joint Economic Committee.
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The only question I raise, and as you know I have
always been very supportive of these kinds of steps, I fhink
that we have to go back to what is our basic purpose; It
seems to me that the basic purpose is what John Chafee is
talking about, to promote savihgs genetaliy among the
people.

Some people will want to séve fo: retirement. >Some
will want to save for houses. Others will want to investe.
For that reason, I would at least like to have the staff
look at a broader proposal. For éxamﬁle; I think that one
of.the'thing§ tﬁat Hartin recommended is if you ultimately
exempt 25 percent of your interest and dividends from
taxation, you try to ireat it the same as you do capital
gains. >You may only want to do itvfor interest. I don't
know whether we want to do it for dividends this year.

My suggestion is that we make it broader. You can
phase it in the first year at 5 percént, and try to get
maximum savings. It seems to me that one cf'the brincipal
purposes of our législation this year should be to again
provide incentives that will promote savings among all
people. What we are trying to do is to use these funds that
are saved for capital formatioﬁ, and. some of-them will go
through that. But you have io maximize that, and for
America to be more like the Japanese and others, and work

some broader tax incentives.
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I would suggest that we ought to ask the staff to take
a look at, let us say, the first year and exempt 5 percent
of your interest and dividends, and phase it into 25 percent
over five fears, or .some. other such formula. I realize that
we have to keep within §1 billion or so the first year.

I do think'ihat there is great merit in trying to
develop a long-term savings policy of_this sort that will
add to the capital formation of this country, and gives. us
the opportunity fo incorporate the results of our research

and development. I would like to see that as one option

before we make a final decision.

The Chairman. We are going fo have tc decide if ke
vant to commit ourselves to a particular figure, a
particular amournt of money, and if.we want to recommend
that as a tax cute. I think the committee, both in the
short-term and the long-term, we have to lock at that. It
is not the most substantial item by any means, but it is a
substantial iten.

let nme aék ¥r. Lubick to give us the Treasury positibn
with regard to these items here, the LIRA and IRA
prbposals.

Mr. Lubick. We were concerned, first of all, Xr.
Chairman, that ocur experience has been under IRAs that the
utilization rates h

ve been heavily weighted to the higher

)
i)

income employees. We have fcound that they have disccuraged
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the adoption, or restricted the incentive to adopt the
broad-based pension plans which we think are such an
important part of our retirement policy.

We would not like to see an exransion of individual
accounts, which we think would lead tc a lessening of the
incentive-to maintain the broad-baséd plan. That would be
counter-productive, |

We had worked with the committee to try tc counter that
along the lines that Senator Chafee had mentioned by taking
into accdunt employer contributions in measuring the

non-discriminatory aspéct.of thé proportion cf contributions

that were made. We think that some approach like that, or

some approach that would not provide this disincentive to
the broad-based plzan is important.

We think that in dealing with any kind of savings»
incentive, it is important that it be designed to provide a
natural incentive for savings, and that reguires that it be
limited to an net amount over and above the deductible
interest. IJf you allow somesone to borrow money, deduct the
interest and then pay it into one cf these accounts tax
free, }ou are not encouraging savings.

Just as an exclusion along the lines that Senator Roﬁh
proposes, you are dealing with a2 gaming situation that
allows people to m2ké no ddditional savings, but simply to

borrow, deduct the interest, and then have tax exempt or tax

ALDERSON REPORTING COMPANY, INC.
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deductible income. You have not encouraged savings,

have simply encouraged a gaming system.

you

We think that it is important that any incentive be

limited to net investment incone.
with Senator Bentsen along those lines, and we talked with

you about it at the time you added to the Windfall Profits

Tax bill the recent exclusion.

17

We have had discussions .

At that time, I think, there was a general recognition

of the problem of gaming, and it was felt that as long as it

wvas limited to the very small amount - that perhaps that

problem was not so serious.

But if you get to larger

amounts, and you have expanded the incentive, you have

the amount you ate going to deduct, and you have not

increased savings at all.

Senator Bentsen. Mr. Chairman, ¥r. Lubick makes a

valid point, certainly one that is of concern. But in the

practicality of enforcement, you run into increditble

problems. Did the person borrow the mcney to do this, or
did they borrow the money to buy a car, or to pay off part

of it. You try to get into netse.

real problems.

Mr. Lubick: We had drafted, Senator Bentsen, a very

simple tax bill that would be 2 mechanical guestion.

are dealing with exclusions, for example, you would simrply

ALDERSON REPORTING COMPANY, INC.
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18
take the interest income, and substfact the interest
deductions, or the interest deductions aside from the home
ﬁortgage interest, and you would have a net amount. You
wvould be able to measure it on a mechanical basis.

There is no policing or tracing proﬁlem is you do it
mechanically;‘ You would 5e right if you had a test that
turned on wheﬁher the subjective intent of the borrowing was
for this purpose. I don't think that you can have Suchia
test. I think that you have-to have a mechanical test, and

apply the rule to net investment income that you give the

benefit to, as opposed to measuring any intent for which the

borrowing.was undertaken.

Senator Bentsen. You run into the problem of the
fellow who is rich and does not have to boréow, énd some
young fellow who is mortgaged up to the hill to try to make
it, and you have the problem of how you apply it. I would
really be conéerned, and I would certainly want to study at .
length any so-called mechanical test for measuring it.

I don't want to get into the situation where, in
effect, we favor the fellow who has all the cash and has all
the money, and are not going to let a fellow‘wofk his way up
by borrowing the moneye.

Sénator Rothe TIf T might add a word to what Senator
Bentsen has said. CSometimes, I think that we are so afraid

of creating incentives to save because somebody may take
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advantage that we end ur doing nothing. I think there is
general consensus here that savings to help reindustrialize
this country is exttemely important.

I don'*t care what Qe-adopt, there is always somebody
who is smart enough to exploit it in some way. But we are
trying to make a very basic change. If we err, I think that
wve ought to-err on fhe side of promotiné savings.

It seems. to me that in this section, our principal
goal, whatever we finally adopt, should be to get more
éavings on the part of ihe-Americah.peoble. ‘But we shoﬁld
not get so concernad about the technicalities, and the fact
that one peréon or ancther may exploit it that we don}t do.
anything.

I thiﬁf that_ﬁhere is a certain amount of advantage in
what I vwas suggesting Dr. Feldstein recommended. One of our
proposals, ¥r. Chairman, is that we move the capital gains
to 70 percent excldsion, and it may be very desiralble. At
the same time, I would like to give the little people, who
cannot utilize capital gains &s much, some real incentive to
begin saving. By getting millions to save, we can make a
real difference in capital formation.

The Chairman. Let ask you. ‘With regard to the
depreciation, we have heard some discussion about Senator
Bentsen's suggecstion., That is con page 1. I did not hear

any objection to it. Rt least, it does not cost near as
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much in the 1on§ run as the 10-5-3, and if the 10-5-3 should
prove to be a Eetter wéy to do it, you could decide after
about the thirdi year whether you do it.

If you'look at the figures there, the third year would
be wvhen the 10-5-3 would start to cost a great deal more
than the Bentsén proposal. I would like to ask if we could
agree on the Bentsen proposal for saving just on that
basis. If it should be proved subseguently that tﬁe 10-5-3
is a better way to do, we wouid have three years that we
could look at that; and the cost would be about the sanme
bétween<the two in the first three yéars.

Senator Bentsen has modified his figures so that it
would cost about $4 billion the first year. After that the
cost figures come down sone. '

Mr. Shapiro. Mr. Chairman, Senator Dole is not here
yet. I was talking with the staff, and they want to go over
some of the details of Senator Bentsen's proposal. They
asked if that could be put off until Senator Dole is here,
which would be tomorrow, when they think that they couid
probably study some of it and be in a position act.

Serator Roth. Could we ask the staff to do this in
preparation for that, because I think it makes sense,

before we adopt any prorposal, I think that it would be

‘worthwhile showiny what the difference in treatment is,

where it is making a difference with respect to buildings,
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agriculturé, equipment and so forth.

The first year, the phase-in of 10-5-3 is cheaper than
even the Bentsen approache. I am not ruling anything out,
but I think it would be helpful if we knew exactly where it
was going to make a difference because that is one of our
principal thrusts, qoing sqmethiqg now about productivity.
i would Jjust ask tha? thevstaff_bompare'where the
differences are.

Mr. Shipiro. We will have that. Senator Bentsen

proposal may have a little more'impact in the first year, to

-try to get somsthing up front to do what you indicated. We

will have the cdmparisons for you, and we can have that in
the morning as well.

The Chairman. Let me ask Senator Nelson atout i small
business proposal. Is he here?

Senator Matsunaga. He is not here.

Senator Bradley. ¥r. Chairman, while they are
preparing that for tomorrow, if they could also give us some
idea of what kind -of industries are in each of those four
categories in 10-7-4-27°

Mr. Shapiro. Yes, we can.

The Chairman. I want to get the Treasury on record as
to why the Treasury orposes the provision. I have some
idea, but I want ¥r. Lubick to explzin it to me. Why does

the Treasury oppose this idea 5f allowing the people who
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take a shortfall to deduct their charitable contributions.
Why don*t you stand up when you say that.

(Laughter.)

The Chairman. I don't see any clergymen in the room at
the moment.

Mr. Lubick. M¥r. Chairman, when you start right off the

bat with a revenue loss of about $3.5 billion to give tax

.relief to those people who are already getting and claiming

the standard deduction. The standard deduction was intended

"as a simplification measure for taking intc account the

avéragé amount of charitable giving.

© We héve had a lot of discussion»abbut whether or not
the incentive to give is there because of the tax system and
the showings in the lowest brackets. -There has been some
controversy on that. Wé~believe that basically most people
will give a ceftain amount anywéy, and that was the purpose
of the deduction, to give to the church or to give to the
United Fund. Tt is very large gifts to universities, where
people in the 70 pesrcant bracket are highly motivated by the
tax deduction.

Basically, we went the route of moving to the standard
deduction in order to enable the average perscn to avoid
itemizing. If we go back and undo that, there will be 43
million additional perscns.whoniil now beéome itemizerse.

It will bte very difficult for the Internal Revenue Service
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to police this area. .

It is an area where there are a lot o% estimates. It
is impossible for the Service to go'out and audit 43 million
returns to see if, in fact, that amount was given. You
would be taking a very gigantic step backward at very great
cost, with very little additional productive benefit to
charitiés.

The Chairmean. Irheard a preacher make a strong sermon

in favor of tithing. He contended in his speech that that

o
v

méney for religion that-is your'bbligation. That 10 percent
offtithing is God's money . It is not yours at all, it is
God's. If you dcn't put that 10 percent up, you are not
paying your part to his share of the profits.

Based on his argument now, ¥r. Lubick, what you people
at Treasury down there are doing, you are taxing God.

(Laughter.)

The Chairman. Under the separation of Church and
State, that is suppcsed to be contrary to anything we
believe in here in this couﬁtry, if you are going to tax God
Almighty. How do you explain that,’when you say that you
are going'to tax these charitabie co££ribution$, and you
can't get é deduction.

¥r. Lubick. I understand that Cod was willing to take
his share after taxes.

(Laughter.)
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The Chairman. God will tzke whatever he can get, I
suppose. But these preachers are_prétty well convinced that
there ought to be more monéy available for God to work with,
and they wou}d have it if you allowed this deduction.

Senator Moynihan is not here, and he is very upset. He

‘'will be very eloqu=nt. I am a Protestant, yéu know, and he

is a Catholic. By the time fr. Hoyﬁihan gets through with
this thing, he will have made a pretty strong irgument.

| Hr.‘Lubick. Forty-three million additional rpersons
claiming these deduction, I think that some of it may ﬁe
fiﬁdinglits way to places other than God's Place. It really
is a gigaﬁtic problem in enforcement, and that is the reason
that we put thé standard deduction in in the first place.

In fact, in 1944, Qhen the standard deduction was
adopted, it was argued that it was going to discourage
éharitable giving. In point of fact, following the
enactment of the standard deduction, when we ‘had a
simplification and non-itemization, the charitable giving
increased.

I think the figures have shown that charitable giving
is generally a percentage of disposable income. If you are
going to reduce taxes for individuals, and put more money in
their pockets, a large portion of that is geing to end up
doing Ged's Work. T think that it will nct be necessary to

give a special itemized deduction in addition to the
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standard deduction for that.

The Chairman. You contend that if a preacher makes a
good enough sermon, he will not need any tax advantage in
order to get the contributions in. .

Mr. Lubick: I think that he can ask for ‘the
contribution on the basis of the additional after-tax income
which you will be'giying with this tax reduction.

| The Chairman. I don't know if that is going to go over
very well #mong my preacher friends. I don't believe that
they are going to be sold by that argument. I think!that I
will have to ciear it with a couple of them tketween now and
the time we Qote on this measure. They seer to feel as
though they aré’entitled to that deduction.

I really beliesve, and 'I suggested at the begiﬂning,
that I think it would be well if we could vote first on the
individual rate cuts. In view of the fact that you are not
in a position to give the back-up information we want on
that right now, I think that we would be better adviséd to
wait until we can. \

There are some of the other items that we could vote
on, but I would like to proceed on the basis of first seeing
what the rank and file Americans are going to get. After
that we are going to say what we will do about these ﬁeople
who, for one reason or ancther, have a very meritcrious case

to be considered.
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f someone wants to ask for a vote at this moment on
one of the items, I will be glad to accommodéte them, but I
think that it would Le better to wait.
Senator Rothe. Mr. Chairman, as we discussed éarlier
today, it had been my plan to offer the Republican tax cut,
which would consist of 10 percent across the board, and the

10-5-3 with respect to depreciation. After listening to the

discussions today, it is now my feeling that I would wait

because I think we'are making some substantial progress.
I think that it is very .important, if possible, that we

come out as united as we can on a tax cut that would do

something about long-term economic growth, and something

about productivity. I think the fact that for the first
time this yéér, in a bipartisan spirit, the Finance
Committee has agreed that there ought to be a $30 billion
tax cut is most encouraging. |

I think the fact that there is a growing éonsensus that
we ought to provide tax cuts for individual taxpayers’, that
the chairman ﬁas talked about them heing across the board,
which I would again point cut Jack Xennedy did in the early
'60s, is encouraging.

I don't have any guestion that it will go as far as T
would like, but at least I think that we are moving in the

right direction. I think the same thing is true on

depreciation. I am encouraged by the fact that, while we
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have not agreed whether it should be Lloyd Bgntsen's
épﬁroach.or 10-5-3 which has beenﬁa bipartisan approach,
that we are going to do something in that area that perhaps
can have the swiftest effect on. productivity.

I would'emphésize‘again that I think it is extremely
importént that we build broad gauged incentives to get the

Americén.people saVing, becaﬁse I think that is long-term

one of the most important.changes that can be brought about

if we are rea11y>¢oming to becomé éompetitive in fhe world
markets. |

I do waﬁt to:emphasize once more the importance I
attach to individual tax cuts because I think sometimes the
importance of £hat is overlocked. I think as a matter of
egquity, we haﬁe to do someéhing for the people on the
lover-end of the economic scale.

They are already hit with inflation and other
problems. Their tarxes are going up. Their Social Security
costs are going up. So I think as a matter of equity, it is
important that we give them some significant tax cuts in
their rates. |

I also think that it is important that we carry that
across the board because when it really comes right down to
it what we are trying to do is create jobs. The only way we
are going to create jobs, meaningful jobks -- I think the

Joint Econoaic Committee agrees on this -- is that.it should
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be done in the privéte sector. If we are going to do it in
the private sector, then we have got to have savings.
Those on the lower end of the economic scale, they aré

going to spend probably what they get in tax cuts right

now. There are not going to be a lot of savings there. But:.

as'we get to the middle-claés, and the more éffluent, then
We are going to have savings.

As Jack Kennedy eloquently said, "That is for the good-
bécauSe the ultimate goal is to create jobs for those who
are uhemployed."-

So as one step to maybe expedite what we are talking

‘about, it is now my intent not to offer this at the

beginning. I would prefer to sit back and help shape and

develop what I hope is a ‘sound approach. But I do, as I

said this morning, reserve the right if I don't feel that

the end package does enough to improve prodﬁctivity and
savingse. |

Senator Bentsene. Hr; Chairman, if I might commenf on
that.

I am one of the early sponsors of 10-5-3, and I agree
very much withvthe objectives of 10-5-3. As we listened to
the.testimony, and as we studied the application of it, some
of us came to the conclusion that there was a distorticn
that took place in the allocation of capital, and that there

was a heavy favoritism towards long-lived assets. We had to
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take care of that by tryind to bring about a neutrality in
the tax system where you did not favor one class of assets
above another, and wheré you triedzto make the return after
taxes on éssetS‘equate. That is what we have tried to do
with 2-4-~7-10. |

We have taken the open-ended accounting of the Canadian’
system,-which vastly simplifies the acccounting practices

and what has to be done. 10-5-3, for'example) has a

carry-forvard basis on assets that goes on ad infinitum, and

could give you very’serious-accounting proﬁlems in tracking
the assets through that period of time.

This does nbt occur in open-ended aécounting. The
asset goes in. You take the asset out, and the way you
éccount for it is by lowering the total amount in that
classification so that yoﬁr depreciation is effected on a
lower base. That is a very great simplification that we
have tried to bring about.

In addition, there'were deep concerns about this
perhaps moving industry to the Sunbelt. We have tried to
address that with the 25 percent investment tax credit. I
think that we tsar down too many buildings, and we don't do
enough for rehabilitation in this country. So this helps
address that. |

We then went to small hbusiness to try to help them by

going to a $25,000 charge off if that is what they want to
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do. On new equipment purchase, charge it all off the first
year, or they can have the alternative'of goiﬁg into the
2-4-7-10,

" He were deeply concefned about-thé 10 years on
buildings, and the guestion of whethér that was to just to
build shopping centers or office buildings, so we went to 20
Years straight-line, which I believe treats the situation
with fairness, but gives some additional incentive there,
too.

So overall tﬁe‘packade has been oﬁe'that has profited
by some creative, innovative thinking in the vefy beginning
in trying té do some-of these things. He have listened to
the okjections, and we have tried to correct them here. VWe
have had a great déal of assistance in this regard from the
staff of this committee, the Joint Economic Committee, and
many others. | |

Senator Byrd. HNr. Chairman,vI think a great déal of
progress has been made in clarifying the thinking of the
committee -today. I think that the-papérs that have been
developed have been very helpful. I am inclined toward the
Bentsen approach on the deéreciation, althocugh T den't
totally write off the other.

I think that the capital gains prorosal has a great
deal ¢f merit. In the individual field, I think that it is

very important that it be an across the board reduction. I
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would hope that this cpmmittee could work out some proposal
for a reasonable and appropriate across the board
reduction. If it docesn't, I .am prepared to support Senator
Roth's proposal. But before voting on his proposzl, ve
ought to have the opportunity to know the details of the
staff proposal.

I would horpe that we would not get into ajlot of

‘'gimmicks, but a straight acrOSSfthe-board_reduction.

Gimmicks isAwhat has gotten us in trouble in the past, as I
see ite. We-have been going too much in'the past to
gimmicks, anq that has caused scme of the problems, as I see
it.

So I am flexible, and I would hopé that this cémmittee
could agree on the personai reduction being across the
board.

Senator Chafee. ¥r. Chairman, as I see, we have got
five sessions lefti Two tomorrow, two Thursday, and one
Friday morning. In order to_éet to digest this, is it
possible to say that at such a such a session, we shall vote
on the depreciation, let ﬁs say, tomorrow, or whenever you
saye.

The Chairman. I would like to vete on the depreciation
tomocrrow. Is that all right with you, Senator Bentsen?

Senator Bentsen. That is fine.

Senator Chzfee. Then at such and such a session, we

~ ALDERSON REPORTING COMPANY, INC.
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will consider the individual tax because they are a
complicated matter, and will require some study.

The Chairman. I would like to vote on the individual
tax cut if we can, depending on how soon  you can be ready.

¥r. Shapirc. He will try to have as much as we can in
the morning. WHe wpuld like to suggest that you start your
morning séssion at 10:00 o'clock with depreciation. Then we
will try to have what we have on the computer, if there is

any problem, because most of the time it takes us into the

. hight because sometimes others are using the computer as

well.
So we will give you what we have in the morning. It

Should all be available to you in time for the afternoon

-session tomorrowe.

Senator Chafe=. Could we say £hat tomorrow afternoon
we would vote, or whatever you say.

Mr. Shapiro. T think you are saying the depteciatibn
in the morning, and the individual in the afternoon.

Senator Bentsen. That is all right with me.

The Chairman. Do you think that you can have the
materials resady ip the morning.

¥r. Shapiro. We will try} Unless there is a protblen
that develops that is not anticipated, we should be able
to.

Senator ¥atsunagae. I agree with that.
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Two other matters. We have been talking about

increasing productivity, and I think we are all agreed on
that. #e have been thinking more in terms of expansion of
business for productivity. There is an érea‘which I would
like to‘have the staff make a study of, and it is the
increaée of productivity per manhour;

I find in my study of profit sharing thét the profit
sharing firm on thes average makes anywhere close to 20
pércent greater productivity per manhour than one which has
no profit sharing comparing the same type of industry. Let
us say, a company in the clothing or garment industry, one
with profit sharing_and-the cthef without, you.will find
that the on=2 with profit sharingé the individual produces 20
percent more,

If we could have the staff look up what it would cost
to provide the incentives for companies to go into profit
sharing -- ¥hen I was in the House, I 1led fhe fight to
increase the cradits fof profit sharing, and to postpone the
taxes on profit éharing until some sucﬁ time as they |
withdrew those profits. .

If the siaff could work up something in that regard, I
think productivity would be greatly helped even with the
expansion of existing business.

Secondly, I think that we need to do something about

credits for the elderly. W“e have not had any increase for
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quite some time. Yaybe the staff can work up something in

that areae.

The Chairman. Maybe we ought to just go ahead and vote
on the capital gains provision. I don't think that there is
any objection to it. Is £here any objection‘at all to the
70 percedt exclusion for capital gains?

 Senator Chafee. Hr. Chairman, I just‘heard-that
Senator Wallop was interested ih a 75 percent on capital
gains. I pfesume that he would like an opportunity to
present his érgument bn that.

The Chairman. Xou mean a 75 percent exclusion?

Senator Chafee. Yes. I have just ﬁeard that.

SenatorlRotﬁ._ I would point out also, ¥r. Chairman,
that if we reduce the tax rétes that automatically has an
impact on the capiialvgains, which Ildon't think should be
overlooked. It m;y come closer to what Senator Wallop is
looking for.

Senator Chafese. It may satisfy hinm.

The Chairman. Let me just see if I recall correctly.

I want you to try to recall with me, Mr. Shapiro. If I
recall correctly, the Kennedy recommendation, when John
Kennedy(was Prasident, was that we drop the top rate down to
65 percent, and the exclusion to 70 percent. Is that right.

Mr. Luhick. I was with you here, then, Senator Long.

We joined together in proposing the 7C percent exclusion for
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capital gains, and allowing for taxation cf gains at death:
Those two w2re tied together. )

(Laughter.)

.The Chairman. I am glad you brought that up. Nr.
Lubick, you have demonstrated beyond any doubt to me that
you have a way of being right, and you also have a way of
being wronge.

| (Laughter.)

The Chairman. Just because you show up with an idea
that is_not any good, wheﬁ the public thinks it ove£ thej
ére éonvinced that they should not do it, it does not mean
that we should not go along with it when we-think that you
afe right.

(Laughter.)

~The Chairman. It_éeems to me that if we should, in the"
course of this, agree that we will have sonme a;rqés the
board reduction, which would affect the capital gains of
couse, but if you did it would still be on about all foﬁrs
vith what the Kennedy recommendation was, which was
basically what we were looking at at thg time that we came
out of the committee the last time. R

As I r=call, what we came down on was a 21 percent on
capital ¢gains, wasn't it?

Mr. Shapiro. That is correct. Ycu had a 70 rercent

iy

exclusion, which amounted to a maximum tax on capitel gains
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of 21 percent.

VThe Chairmane. After the Senate got through hearings,

and persuasive debate and some eloguence, and all sorts of

4 demagoguery, it showed good judgmént by adopting the 21

5

percent. Then we went to the polls, and those who voted for

6 the 21 percent had a good day out there, ané those who did

7
8
9

1

not agree did nct do sc hot.
So it seems to me that the matter has been thoroughly
considered by all concerned. BRBut if someone wants to offer

some other suggestion, I will wait and hear f:om them.

Senator Bradley. ¥r. Chairman, is there any objection

12 +o dealing with the research and development tax credit

13
14
15
16
17
18
19
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S22

22

now. Is there anyone opposed fo that.

Senator Chafes. I know that Senator Danforth is very
enthusiastic ébout it.

Senator Bentsen. So am I.

Senator Chafea. I know that Senator Danforth is for
it. T don’'t see him here.

Senator Bradley. He is in the other cémmittee
meeting.

Senator Béntsen. That provides for a running average

which has to b2 3 percentage of increase over the last three

23 years. Then your tax credit goes acainst that. That is

24

25

pretty comvarable to what the Japanese do on theirs.

Senator Brazdlesy. It is also much improved over 1last
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year's approach, which was incremental only over one year
instead of the threse years. |
Senator Bentsen. That is right.
Tﬁe Chairman. In view of the fact that we are not

ready to vote con the things that are going to be generally - |

-applicable across the board to taxpayers, I think that it

would be better to waii and vote on that laier.

I don't like to start out voting for something that is
going to affect a small minority of taxpayers. I think that
it ﬁill be better to start voting tomorrow. We -will plan
that tomorrow we will vote on éepreciation,’and then after

voting on de2preciation, we will vote on the individual tax

cut.

Senator Roth. t was not clear to me, ¥r. Chairman,
whether as one of our options it would be possible to get
the staff to lcok at this phasing of the Felstein idea.

What I am suggésting is fhat we exclude from tax 25 percent
of savings up to a maximum of §$50,0C0, and that it be phased
in at 5 percent a year over a period 6f five years. MNaybe
we don't want to adopt it the first year, although I think

it would have a much less substantial effect. It is my

understanding that it would cost roughly $1 billion in 1981,

which I think is in the ballpark of what we are talking

about.

Mr. Shapiroc. We will provide.an analysise.
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Senator Chafee. Mr. Chairman, could I ask one gu
question?

The Chairman. By all meanse.

Senator Chafee. I notice in this 1list you have a
reduction of the corporate rate to 44 percent, which i
two percent drop; Can we accommodaie that with the
depreciation efforts we are making?

Hr. Shapiro. Along the lines of Sendtor Béntéenﬂ
proposal, you can accommodate that. It is one of the
réasohs for the suggestion that it is an across-the-bo
cut for all businesses, and in addition io Jjust

depreciation. If you were to increase cther business

ick

S a

S

ard

of now there is amecle room to accommodate that proposale.

Senator Chafee. Thank you.
The Chairmane. Thank you very mdch.

(Whereupon, at 2:35 p.m., the committee adjourned
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incentives, however, then maybe we would have a problem. As

‘reconvene at 10:00 o'clock a.m., Wednesday, August 20, 1980.)






